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Zhang Yunling: It’s a great pleasure to be
here, especially since this is my first time
visiting the United States after September
11. Let me first talk about what happened in
East Asia. | think most of you are probably
aware of it, but let me summarize it first.

Progress of East Asian Cooperation

The first significant progress in East Asia is
that an institutional framework for regional
cooperation has been established. ASEAN
took the lead in developing regional coop-
eration in East Asia. ASEAN started sum-
mit meetings from the mid-1990s. After the
Asian financial crisis, it expanded this co-
operation by initiating Ten Plus Three.
ASEAN Kkeeps itself in the center by initia-
ting more Ten Plus One dialogues; now
there are five Ten Plus One dialogues, aside
from ASEAN-China, ASEAN-Japan and
ASEAN-Korea. In 2003, an ASEAN-India
dialogue began, and in 2004, ASEAN-Aus-
tralia and New Zealand began, and next
year an ASEAN-United States dialogue will
probably be initiated.

However, East Asian leaders agreed that
Ten Plus Three would be the main organi-
zation for East Asia regional cooperation.
The East Asian cooperation framework has
a formalized annual leaders’ meeting, a
nine ministers’ meeting and senior official
meetings. Under this framework, Northeast
Asia, China, Japan and Korea initiated their
three leaders’ meeting starting from 1999 as
a breakfast gathering. | still remember the
story when someone asked the Chinese for-
eign ministry spokesman what the meaning
of this meeting was, and the answer was

cautiously described as: “the breakfast is
just a breakfast.” But later on, it became
formalized as a three leaders’ annual meet-
ing. This is a historical event, since for the
first time in their history the Chinese,
Japanese and Korean leaders met and dis-
cussed the issue of cooperation. This has
been emphasized-the three leaders meeting
—under the framework of Ten Plus Three,
rather than an independent and separate
one, which means the three countries coop-
erate to improve their relations and also to
promote the process of East Asia coopera-
tion.

A big step forward was made in 2004. All
parties agreed that the East Asian coop-
eration framework will develop into an East
Asian Summit, i.e. from a “plus” dialogue
formula to a real regional formation in the
concept of “East Asia.” It is expected that
the spirit of East Asian regionalism will
gradually be built up.

The second progress is the development of
FTAs—we use FTAs because they are still in
the process of a multi-layered structure,
starting with the Japan-Singapore bilateral
FTA, followed by the China-ASEAN FTA.
ASEAN already announced that it would
start negotiations with Japan and Korea on
Ten Plus One FTAs from next year (2005).
Japan is now negotiating bilateral FTAs
with ASEAN countries. Also, the real pro-
gress of this year is that China-ASEAN
signed the agreement on liberalizing trade
goods based on negotiations, together with
an agreement for a trade dispute settlement.
At this year’s Ten Plus Three leaders’ meet-
ing, China initiated early joint research on



the feasibility of an East Asia FTA. This
shows that East Asia has come to an under-
standing for an integrated approach of re-
gional liberalization based on the progress
of multi-layered FTAs.

The third development is financial coopera-
tion that was formalized by the so-called
Chiang Mai initiative, based on the bilateral
swap arrangements. Though Japan pro-
posed an AMF after the financial crisis, it
was considered premature. Finally, it was
realized through bilateral swap arrange-
ments for mutual support. More important-
ly, there is almost a consensus building that
East Asia will move forward from the cur-
rent bilateral swap arrangements into some
kind of regionally integrated scheme. One
idea is to put all these bilateral swap
arrangements together as a regional ar-
rangement, rather than those separate swap
arrangements. Another way of thinking
which | think is still under discussion is
whether it’s possible from here to move to a
regional monetary cooperation scheme.
There is some emerging consensus building
that it is necessary to develop some kind of
regional financial arrangement, or to start
from an exchange rate cooperation, or to set
up some kind of cooperative fund. How-
ever, it still needs time to be discussed.

The fourth development is that there are
many functional programs launched under
the framework of Ten Plus Three, like the
Great Mekong Development Project and
transportation network, energy forum, and
SO0 on.

Why has East Asian cooperation emerged?
The process of Ten Plus Three has a very
strong background from the Asian financial
crisis in 1997, which made ASEAN realize
the importance of a larger region-East Asia.
The aim of the dialogue was to handle the

effects of the financial crisis and especially
to prevent another crisis from happening.

Regional cooperation has provided positive
support for the recovery of the regional eco-
nomy. We have witnessed a gradual re-
covery of the ASEAN economies. China’s
economy has maintained continuous high
growth, and importantly, we see the Japan-
ese economy finally recovering from its
long recession.

East Asian Regionalism

I would like to talk about East Asian re-
gionalism. People used to mention Dr. Ma-
hathir’s idea of an “East Asia Group,” later
changed to a “caucus” in early 1990. To
some extent, | think Mahathir’s idea repre-
sented some rational thinking of ASEAN.
ASEAN as a group already existed, but it
felt very vulnerable, very weak. So it want-
ed something in an enlarged region in order
to get more influence in international arenas
and thus play a more powerful role. But for
many reasons, his idea failed to be realized.

Real progress was achieved under the
framework of Ten Plus Three. In 1999, Ten
Plus Three leaders agreed on a joint state-
ment, and for the first time they used “East
Asia” as a regional concept and called for
strengthening East Asia cooperation. Lead-
ers did not just support economic coopera-
tion, but also cooperation in the political
and security areas. President Kim Dae-jung
proposed to study the long term vision for
the regional cooperation by setting up a
group called the “East Asia Vision Group”
(EAVG). Each country had two members
and | was fortunate to be one from China.
EAVG worked for almost two years and
presented its recommendations to the lead-
ers in which, for the first time, the group
called for East Asia Community building.
This is very significant, since they clearly



recommended to East Asian leaders that
East Asia needs a community. In order to
develop the community, the report recom-
mended many areas for further cooperation:
economic cooperation as the priority, along
with cooperation on cultural issues, educa-
tion issues, social issues, and political iss-
ues. Leaders of East Asia’s 13 countries
accepted the report in principle and they de-
cided to nominate a group, a special group,
called the “Study Group” (members are
officials) to study how to implement the re-
commendations. The “Study Group” made
17 recommendations on how to implement
and strengthen cooperation.

The concept of an “East Asian Community”
was, for the first time, officially confirmed
by Japan and ASEAN at their leaders’
meeting in Tokyo in 2003. The two sides
announced that they would make joint
efforts to build an East Asia Community.
From 2003, many things relating to devel-
oping an East Asian Community have been
put into the agenda and discussions. For ex-
ample, Malaysia proposed to set up a sepa-
rate East Asia cooperation secretariat at a
2003 leaders’ meeting. Due to opposition
from some members, as an alternative, a
special unit under the ASEAN secretariat
was set up to handle East Asia cooperation
affairs, which shows that East Asia com-
munity building was recognized and accept-
ed readily.

ASEAN ‘s Role in East Asian
Cooperation Development

In East Asia, regionalism was started by
ASEAN. | know there’s a lot of criticism
toward ASEAN. Critics argued that AS-
EAN is not very powerful and not very eff-
ective. But to me, the great value of AS-
EAN s that it created a regional frame-
work, an institution that gradually brought

all the countries together for cooperation
and for peace.

ASEAN has played a key role in bridging
and bringing other East Asian countries to-
gether for cooperation. | think the countries
in East Asia greatly admire ASEAN’s role.
We can imagine that without ASEAN’s
role, it would be difficult to get China, Ja-
pan and Korea together—especially China
and Japan. ASEAN is a front-runner in the
area of East Asia. But East Asian coop-
eration with participation from China and
Japan, in turn, puts pressure on ASEAN to
move faster and to do more. That is why
last year ASEAN decided to build three
communities with a time table (2020). AS-
EAN will continue to play an important role
in the future East Asia cooperation process.

East Asia has to do much more than
ASEAN. Although we have to recognize
ASEAN’s role in creating this kind of re-
gional environment and also the initiative
of this role to bring all the countries to-
gether, East Asian regionalism’s great value
is the process of participation and coopera-
tion. East Asian Community building itself
is a process. It is better not to set up an
early clear goal and clear model. Though
we call it the East Asia community, if you
read the vision group report, you still can’t
understand what kind of community it is. It
is based on cooperation programs rather
than a clear, defined structure.

The East Asia cooperation of community
building process may gradually bring all the
countries together and agree on some kind
of regional organization. Sometimes it’s de-
scribed as a moving train. We probably
don’t know where the train is moving to
and how fast it can move. However, most
countries in the region are now on the train.
Once the train is moving, since all the ma-
jor parties are on the train, we may have the



time, or feel pressure to discuss the direc-
tion, the speed and the final goal.

East Asia has no history of equally parti-
cipatory and collectively managed regional
cooperation. What kind of a community
will and can East Asia build up? I still can-
not tell clearly, even though 1I’m deeply in-
volved in the process. However, if East
Asia wants to move successfully and to
reach what it wants, it must identify a clear
structure gradually, and also the approach.

Roles Created by
Community Building Process

To understand the nature of the East Asian
region, an East Asia community in the fu-
ture may not be based on a super regional
organization. The community building pro-
cess may contribute the following roles:
One is to set up rules for economic relations
and political relations—rules-making that
did not exist before. The second is to inte-
grate the region according to international
rules. The East Asian Community will not
be a closed regional organization. This is
important for advancing the less developed
members along with the regional coopera-
tion process. The third is to develop region-
al institutions, not by mandating regional
affairs, but instead playing an important
role to consolidate and coordinate the poli-
cies and activities in the region.

From a mid-term round, it is necessary to
consider establishing a regional organiza-
tion, with a name like the “East Asia Eco-
nomic Organization” (EAEQO), or just “East
Asia Organization” (EAQO). This organiza-
tion will coordinate all programs of region-
al cooperation, for example, an East Asia
FTA. East Asian regionalism will be better
managed through a regional organization.

The key role of East Asian institutions is, as
| said, is to let East Asian countries get to-
gether based on rules for peace, for a good
relationship, and for economic prosperity.
East Asia regionalism is not inward look-
ing. It will do something differently for the
region, but at the same time, it has to keep
the region open since all East Asian coun-
tries have strong external relations and in-
terests. It will not be possible to just rely on
the region itself. This is probably quite diff-
erent from the EU model. The EU model
has a clearly defined political goal and its
members mostly rely on the region itself.
But East Asia has to follow what I call
“open regional cooperatism.” This means
that while they promote their cooperation in
the region, they also allow and encourage
members to cooperate with external part-
ners.

FTASs in East Asia may not mainly intend to
create more internal trade, but to reduce the
cost and enhance efficiency. China-ASEAN
trade has increased very fast without an
FTA. Why do they need a FTA? They
intend to make their trade and investment
more efficient and rule-based. In the East
Asian region, the share of intra-regional
trade was close to 50%; it is hard to ima-
gine that they will increase to 60 or 70%
even with an FTA. But without any formal
arrangement, trade and investment are
mostly based on the market performance
itself, so it’s not so stable on the one hand,
and also not smooth due to barriers. Due to
their interests, any arrangement should be
WTO consistent in nature.

Of course, East Asia regionalism will create
more regional interests. These interests
have two meanings: one is to make the re-
gion cooperative, stable and maybe pros-
perous; another is to make the region more
influential in international rule-making.



FTA became a simple abbreviation, but
actually East Asia economic arrangements
are much more than FTAs; they are FTA
liberalization plus economic cooperation.
Economic cooperation plays a very impor-
tant role. Look at the example between
China and ASEAN. In 2002, China and AS-
EAN signed the Framework Agreement for
Close Economic Partnership, which in-
cludes not just an FTA, but also many other
things, ranging from Early Harvest (early
liberalizing of 600 agricultural products),
financial cooperation and sub-regional pro-
jects, together with an agreement for agri-
cultural cooperation, covering agricultural
development, technological transfer, and
training. Furthermore, other agreements
were signed to develop political coopera-
tion in the South China Sea and anti-terror-
ist efforts.

East Asian Relations with the U.S.

Let me turn to the U.S.’s participation and
China’s role. After arriving here and
through discussions with friends in D.C., |
realized that the U.S. is greatly concerned
with what is happening in East Asia and
worries that it will be excluded. East Asian
cooperation by its nature excludes the
United States. My friend in the State
Department asked me whether the U.S. can
be a member. | said, “Probably not.” This
does not mean that East Asian cooperation
contradicts the interests of the U.S.; a
cooperative East Asia will be good for the
United States.

There are many ways for the U.S. to be
involved in the East Asian region, either
through bilateral efforts or on a regional
level. The U.S. government already an-
nounced an initiative for an “ASEAN En-
terprise” by negotiating bilateral FTAs with
ASEAN members. The U.S.-Thailand FTA
is on the way. Perhaps there will be a U.S.-

Japan FTA, or even a U.S.-China FTA?
East Asian cooperation will not prevent its
members from making external arrange-
ments. In political and security areas, like a
Northeast Asia security arrangement or a
forum, the U.S. will have a clear role and
direct participation. It should not be forgot-
ten that we have APEC in the Asia-Pacific
region, which is really an institutional link-
age between the United States and East
Asia. When the Clinton administration
raised the level of APEC to a leaders’ meet-
ing, the strategy was clear: engaging East
Asia. APEC today has a more important
role to play to bring East Asia and the
United States together.

I remember when the EAVG discussed an
East Asia FTA, all members kept in mind
that East Asia should move ahead of
APEC’s Bogor goal; East Asia plays a posi-
tive role to realize the liberalization of the
Asia-Pacific. In facing regionalism from
both the American side and the East Asian
side, APEC should play a special role to
avoid a division of the Asia-Pacific. | don’t
think the U.S. will be excluded. The U.S. is
very important to East Asia. Actually, each
East Asia member at the same time is
seriously considering how to engage the
U.S. The meetings in East Asia that | have
participated in all mention this point: find-
ing a way to engage the United States. |
think the wisdom is from both sides—East
Asia has to find a way and the United States
also has to find a way.

China’s Role in East Asia

Lastly, let me talk about China’s role.
China is very active now, but only recently.
China accepted regionalism very late. For
example, even in an EAVG discussion,
China’s official attitude was hesitant to
accept the word “community.” China has
gradually accepted East Asian Community



building. During this year’s Ten Plus Three
leaders’ meeting, Chinese leaders turned
very active, for instance, by proposing a
leading role in an East Asia FTA study and
hosting a East Asian cooperation meeting,
and also voluntarily donating money to sup-
port the East Asia unit on the ASEAN sec-
retariat.

However, China does not want to be a cen-
ter of power or a leader. China’s great inter-
est is to use this regional cooperation to
stabilize and improve relations with other
members in the region in order to create a
good environment for its economic devel-
opment. At the same time, of course, Chi-
na-U.S relations are the key relations for
China to remember and not to damage.

From a future perspective, there are great
difficulties ahead for East Asia regionalism.
As | mentioned, the great difficulty is
probably where we should go, what is the
goal, what is the model, and how to really
bring East Asian countries together. AS-
EAN plays a very important role and an
active role, but ASEAN now worries a lot.
China’s role depends on whether other
countries accept it. A danger is the Taiwan
Straits situation. If something happens, it
will damage all that we have done.

Thank you.

Kent Calder: Thank you very much. We
wouldn’t be here if we weren’t interested in
where this phenomenon of regionalism is
headed, what the forces are that are driving
the system, what the limits are and whether
things like recent Sino-Japanese tensions
may not be limiting that. And also, in terms
of the PRC’s policies, how much is region-
alism going to be privileging the ASEAN
Plus Three or some of these other regional
groups that don’t include the United States,

as opposed to organizations like APEC or
other broader entities?

Marcus Noland: It’s a great honor to be
here. Most papers written on this topic are
not very good. Professor Zhang’s paper is
very good and | would urge you to read it. |
would like to raise two questions or com-
ments about it and then make some other
comments based on a chapter | wrote for
the recent Asia Foundation report on U.S.
policy towards Asia for the coming admin-
istration.

Professor Zhang identifies four character-
istics of emerging new Asian regionalism.
One, that it’s functional, pragmatic and
gradual in institution building; two, that its
embryonic structure is in ASEAN, and he
holds forth the ASEAN way as a kind of
template; three, that it’s based on new open
regionalism; and four, neither Japan nor
China have the role as sole leader. Now, the
first one—functional, pragmatic and grad-
ual—and the last one—neither China nor
Japan as the sole leader—are unobjection-
able. | would like to raise questions about
the other two.

The first one is ASEAN and the ASEAN
way as a template. ASEAN, as Professor
Zhang argued in his oral remarks, is an un-
derstandable attempt for relatively small
countries in the global system to aggregate
their influence so that they have a greater
voice. It is a natural response to issues
where there is a commonality of interests.

ASEAN Way as a Template Ineffectual

The problem is that this approach is rela-
tively ineffectual when there’s a lack of co-
incidence of interests, much less actual con-
flict. I’ll give you a few examples. One
would be the recent brinkmanship about the
ASEAN summit where Prime Minister



Thaksin was threatening not to come if the
issue of the Muslim insurgency in the South
was raised. Another would be the ineffec-
tual response to the crisis in East Timor,
which eventually led to Australia playing
the primary role in stabilizing that situation.
A third would be the relatively ineffectual
ASEAN free trade agreement that has got
all kinds of issues, and | would point to the
fact that extra-regional trade is growing
considerably faster than inter-regional
trade, suggesting that the agreement does
not have a big impact on promoting inter-
regional trade.

APEC, as Professor Zhang invoked in the
end of his oral remarks, in some sense, is
the ASEAN template enlarged, and | would
argue that discussion of the Bogor declara-
tion in this context makes my point—that
it’s absurd on the face of it. Basically, the
issue is, if everyone is singing from the
same hymnal, it really doesn’t matter how
the choir is organized, but if the different
singers want to sing different tunes, then
you actually have to have rules and pro-
cedures in institutions.

On the second issue of open regionalism:
the concept of open regionalism actually
originated with the Australians and the
meaning is specific. It meant that any coun-
try willing to take on the obligations of
membership was welcome to join the club.
Now, obviously, Australia has huge econo-
mic and strategic stakes in East Asia, and so
my question for Professor Zhang is, does he
endorse the Australian definition of open
regionalism—open regionalism as it origin-
ally was meant? My impression from his
oral remarks, with respect to the United
States, is that the answer is no. The ques-
tion then is, if not, why not? What implicit
definition of regionalism and membership
does Professor Zhang have in mind?

Asian Regionalism Presents Challenges
to American Policy Makers

With respect to the United States, | don’t
have to tell the audience here that Asia is
important to the United States. The region,
as Professor Zhang alluded to in his oral re-
marks, encompasses a great deal of diver-
sity, but the process of growing regional,
economic ties is forging a greater regional
identity than existed in the past. And that is
contributing to the development of these
embryonic regional initiatives and institu-
tions that Professor Zhang detailed in his
paper and his oral remarks. This presents
American policymakers with some para-
doxical challenges. Asia’s heterogeneity
militates against defining U.S. policy in re-
gional terms, since on many specific policy
issues, the interest of individual Asian
countries diverge, yet the emergence of re-
gional institutions in this regional identity
requires some kind of response on the Uni-
ted States.

In the interest of time, let me just very
quickly talk about two issues—finance and
trade—and, as | alluded to, there is much
more detail in the chapter that | wrote on
this Asia Foundation report that came out
last month.

Financial Integration Initiatives

The financial integration initiatives are
potentially constructive for a variety of
reasons. There are reasons to believe that
surveillance would be more effective on a
regional basis than a global basis, basically
because the countries that are in the same
neighborhood have more at stake and
would arguably be more rigorous in their
surveillance. Past history has shown a
strong regional character to bailouts. For
example, when Latin America has trouble,
the United States provides a disproportion-



ate amount of the finance for bailing them
out. And if you have regional initiatives in
Asia that actually generate additional re-
sources that are in some sense available to
the international system, that’s a desirable
thing. But the problem is, you have to make
sure that those developments are consistent
with the existing global architecture.

East Asia right now has official reserves of
about $2 trillion, which is about 60% of
aggregate global reserves, which is to say
that if the political decision was to go their
own way, they certainly have the financial
muscle to do so. And the problem is, if you
don’t link conditionality relatively carefully
with that of the IMF, you could easily ima-
gine a situation in which you generate mor-
al hazard on a giant scale and you end up
bringing down the whole global financial
system. So it’s a potentially positive devel-
opment, but it has to be carefully managed.
It’s been done so thus far, but there is no
guarantee that that will always be the case
in the future.

Preferential Trade Agreements

With respect to the trade initiatives, I’m not
a very big fan of preferential trade agree-
ments. | would suspect that they’re less de-
sirable, and 1 would argue that with respect
to the United States, as well as Asia. The
United States is in an interesting position
with respect to East Asia in this regard.
We’re increasingly a post-industrial econo-
my; we have relatively low border barriers
in most product areas. We really want to
negotiate about so-called “behind the bord-
er” issues, which tend to be more intrusive.

Secondly, for our domestic political rea-
sons, we’ve had the tendency to tack on to
our preferential agreements things like la-
bor standards and environmental concerns.
In effect, what the United States is doing is

raising the threshold, raising the bar for
potential partner countries to negotiate a
free trade agreement with the United States.

That’s not the case with, say, China, or
some other countries in East Asia. What
should be the U.S. policy response under
these circumstances? My argument would
be, what we really want to do is push on the
WTO and the Doha round negotiations. If
trade liberalization is achieved on a global
basis, then it makes all these preferential
agreements less attractive, whether they are
the ones the U.S. is pursuing, or the ones
that the Asians are pursuing, or both.

Secondly, you have a potential in Asia—
which | don’t think you really have else-
where in the world—which is that, if you
have big preferential agreements that ex-
cluded the United States, they might disad-
vantage the United States to such an extent
that the United States would actually be
forced to reconsider some of our policies.
We will be forced to decide whether we
really believe in labor standards or we’re
committed to pursuing environmental
agreements under free trade agreements, if
that meant being disadvantaged in a China-
South Korea-Japan agreement, for example,
or not.

To recapitulate, in a field in which too
many analyses substitute a sort of weak-
minded fuzzy logic for a real thought, Pro-
fessor Zhang’s paper is really quite a wel-
come addition. It is a very interesting paper
and I urge you all to read it. Thank you.

Taniguchi Tomohiko: It’s my pleasure to
be a part of the panel. Professor Zhang’s
presentation is very timely, as evidenced by
this completely full room. Your paper also
was very much intriguing and thought-pro-
voking, but your oral presentation, I should
say humbly, was even better, because you



referred to the U.S. role, which I would like
to cover following Marcus’ comments.

U.S. Should Be Part of Any
Regional Arrangement

I think the United States, so long as any re-
gional arrangement is concerned, should be
fully part of that. If it is not, probably its
allies, be it Japan or Korea, should en-
courage the United States to be fully en-
gaged in the discussion process. And | say
this for three reasons.

First of all, historically speaking, develop-
ments in Japan, no doubt, and Korea,
Taiwan—you name it, ASEAN nations—
couldn’t have been made possible, had it
not been for the blood, sweat and tears shed
by U.S. forces first in Korea, and second in
Vietnam. A lot of people in East Asia and
also in this country tend to take these for
granted, but had it not been for an active
engagement of U.S. military forces, you’re
not talking about prosperity in Japan, or in
Korea.

Think about it. If the Bay of Camranh had
fallen into the hands of Russians, what
could have happened? The Sea Lane of
Commerce linking the Straits of Malacca
and Japan and Korea could have fallen into
Russian hands as well. That’s the situation
you might have found yourselves in. Sec-
ondly and similarly, it is still the United
States, and the United States alone, that’s
providing a security umbrella throughout
the region. In that sense, the United States
is still playing a very crucial role in pro-
viding security, which is no doubt a basis of
prosperity that we’re all talking about this
afternoon.

Thirdly, that’s almost a truism, but none-
theless, for East Asian nations, be it AS-
EAN nations or Japan, China, Korea—for

all of them, the United States may not be
the biggest trading partner, but the biggest
trading partner for everyone externally.
Outside of the region, the United States is
the biggest trading partner for every one in
the region—China, Korea, Japan, and so
on. For these three reasons, the United
States should be fully engaged in any sort
of discussion about regional groupings, and
I’m still puzzled why the United States is
rather nonchalant about what’s going on in
the East Asian region.

Currency Is an Essential Component of
Regional Development

I noticed there was one other factor, curren-
cy, that was conspicuous in its absence
from Professor Zhang’s remarks. He talked
a little bit about the Chiang Mai initiative as
an encouraging development. | tend to
agree with him, but the Chiang Mai agree-
ment is a halfway house at best for two rea-
sons—first, because 90% of the accumu-
lated money under the framework of the
Chiang Mai initiative can be used only
when the IMF agrees.

Secondly, the stock of money under the
initiative is not comprised of the Indonesian
rupee, the Malaysian ringgit, or the Japan-
ese yen; it’s the U.S. dollar. The end result
of the Chiang Mai initiative, the way in
which it is designed, contrary to the wis-
dom that the Ministry of Finance of Japan
wants you to believe, is wholly dependent
upon the public common goods that the
United States willingly provides—that is,
the U.S. dollar, hence enhancing the role of
the U.S. currency. | would argue that there
has to be creative thinking, firstly to in-
volve fully the United States in the process
of thinking forwardly and secondly, to
come up with a new, really new framework
in terms of currency arrangement. That’s
something like the Asian currency unit,



ACU, which is basically a basket of cur-
rency, probably 40% or more of the weight
being given to the U.S. dollar, 20-30% gi-
ven to Japanese yen; the rest being split into
a host of regional currencies.

When you think about regional develop-
ment, you will have to think at some point
about what sort of currency arrangement
you will want to have. And then, in looking
at currency arrangements, |1 would suggest
that this idea of a basket currency, ACU,
can be addressed more fully. Also, when-
ever we think of currency arrangements, we
have to take into consideration that there is
a huge misalignment between two of the
most powerful nations in the region—Japan
and China—a freely floating currency and a
pegging currency.

We are looking at a massive devaluation of
Chinese currency at the moment, ladies and
gentlemen, when everyone wants the cur-
rency to appreciate because the Chinese
currency has been fully pegged to the U.S.
dollar. For instance, at the beginning of this
year, the Korean currency, as opposed to
Chinese currency, was 144.4 and it is now
125.8. The Vietnamese currency was, at the
beginning of this year, 1954. It’s now 1910.

The situation is the same with India and
Thailand. We are looking at huge gaps tak-
ing shape between Malaysia and Thailand
that are competing with China in many re-
spects—in foreign direct investment and in
manufacturing. Japan and China may not
compete in such a degree because these two
economies are mutually supplementary, but
when it comes to economies like Thailand,
India and Vietnam, they have been very
much disadvantaged by the devaluation that
is going on in terms of Chinese currency.
The currency aspect should have been fully
put into perspective in Professor Zhang’s
discussions.

10

This paper of Professor Zhang’s has been a
very refreshing addition to the ongoing de-
bate and there are lots of other points that |
would have liked to cover also. Some
points relate to definitions of the terms that
Professor Zhang had to use; for instance,
“consensus.” He puts a lot of emphasis on
the word “consensus,” but | wonder, con-
sensus for what? I’m not so entirely sure
either that the train without a compass can
go smoothly. He talked about the moving
train of the ASEAN way or East Asian way,
but I’m not fully sure whether it can go
further without a clear-cut compass.

Thank you very much for this opportunity.
Q&A

Calder: Thank you very much. | think we
have definitely gotten the basis for an ex-
tremely interesting discussion. The ques-
tions that our commentators have raised—
what are the forces that are driving the sys-
tem? We have a lot of talk of Asian region-
alism, but what is it, how substantive is it,
how substantive are the institutions and
what is driving a real policy change here? |
know there are several issues that you prob-
ably would like to respond to, Professor
Zhang.

Zhang: Concerning East Asian regional-
ism, the key is how to get all of the East
Asian countries together to move in one
direction. The most important thing is the
process. East Asia was divided and it never
had any kind of rule-based relationships.
This is even true for economic integration,
which is driven mainly by the market. Re-
gional cooperation, especially institutional
development, will help to stabilize econo-
mic systems and also regional relations. |
think those are the basic common interests
and understandings for all parties, which
make them together.



If an East Asia summit starts next year,
what would they do? One thing is to get
together for an exchange of views, to know
each other—this is the foundation that
makes the leaders feel like one community.
Currently, under the Ten Plus Three frame-
work, only ASEAN is at the center, having
a one-hour dialogue with China, with Ja-
pan and with Korea separately. An East
Asian summit will create a different atmo-
sphere. We can imagine that once they get
together to discuss regional agendas, they
can identify what they can do, what they
can promote. They have to put an agenda
on the table for discussion. The emerging
East Asian regionalism is still very embry-
onic.

Open Regional Cooperation

Concerning the concept of open regional
cooperation, or new open regionalism, |
tried to make a difference between APEC
open regionalism and East Asia’s. APEC
open regionalism is based on unilateral
commitment and is liberalized for all na-
tions, but East Asia new regionalism wants
to create a regional identity, at the same
time also encouraging individual members
to extend and develop their relations with
others. That is my new open regionalism,
which is also different from the European
model.

To answer the questions about a currency
arrangement, | think it’s probably too early
to consider an actual Asia currency unit.
What | try to emphasize is the significance
of this bilateral swap arrangement system.
There are two roles—one is that they really
put forth some of their resources together
and mostly as a gesture that the country
provides confidence for the market. It’s not
the meaning of real capital, still small in
size; it’s the meaning of collective commit-
ment, insurance for market stability. That’s
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very important. If we compare what hap-
pened before the financial crisis, this is diff-
erent. At that time, the slow American re-
sponse and the IMF created a bad policy.
So, if a regional system existed, or collect-
ive action would be taken, that would send
a very strong signal to the market. That is
the value of the swap arrangement. East
Asian financial cooperation does not act
alone; it integrates with international organ-
izations, such as the IMF. It’s a combina-
tion of regional effort and international sys-
tems together. It’s two forces jointly opera-
ting together rather than just relying on the
region itself. For further development, |
think it should move gradually. The market
foundation is still highly based on that re-
gional collective effort and also an inter-
national system.

With regard to the relations and role of
China and Japan, neither China nor Japan
can be the sole leader. You can see different
influences, and in the future, surely Japan
will play a very important role for what I
call the rule-making as a developed eco-
nomy. And China surely will play a very
important role in initiating ideas and pro-
grams. All other countries expect that China
and Japan can cooperate. This is not easy,
though this does not mean the two countries
will not be able to work together. They can
work together on many issues.

The Chinese currency is too complex to ex-
plain. I think it’s already been debated for
quite a long time. It’s not just China’s
concern, since the Chinese economy is so
strongly supported by a large amount of
FDI flow. If the RMB appreciates, it will
hurt many other currencies since China ac-
tually is a market used for exports by other
nations. For instance, if there’s an RMB ap-
preciation, companies in Japan will immed-
iately feel pressure on how to readjust since
they also import a lot from China.



Calder: Thank you very much. | might just
add, as far as | can see among our three par-
ticipants, we’ve got some broad agreement,
that on the notion of regionalism there is a
kind of safety net in the event that there
were another Asian financial crisis or some-
thing that the region wouldn’t want to see,
similar to what we had in 1997 of the West
waiting and the region being savaged by a
financial crisis. Dr. Noland talked about a
surveillance mechanism and Mr. Taniguchi
agreed. You talked about a regional coll-
ective effort, plus the international system,
especially in the finance area. I know we
have a lot of questions.

Questioner: | have a question for Professor
Zhang about some fundamentals of region-
alism. | think there must be at least two key
ingredients for regionalism to be really suc-
cessful. One is that the countries in the
region have to agree on certain policies,
including diplomacy, security, trade and
investment. Also at the same time, those
countries have to share some values. The
other ingredient, I think, is there must be at
least a country or two that has the capability
to lead, and are trusted by other countries in
the region. There have been a lot of talks in
the Middle East and Africa about regional-
ism. They failed because of the lack of
these two key ingredients. My question is,
do you think those two factors | just de-
scribed really exist in the region?

Questioner: Professor Zhang, you have
been very active in the Track Two dialogue
for ASEAN Plus Three. You convened the
initial meeting. You were at Bangkok; |
assume you will be in Tokyo this June.
China is the general coordinator of the
Track Two dialogue. What are the main
issues, the main topics you would like to
see addressed at that Track Two dialogue?
Could the Track Two dialogue give di-
rection to the train?
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Questioner: Professor Zhang, | work with
Lyndon LaRouche and his view of the cur-
rent dollar collapse is that this is not cycli-
cal but systemic, that we’re looking at a
long-term result of the breakdown of the
basic American physical economy—the
manufacturing, the infrastructure, and so
on, since the 1971 launching of the floating
exchange rates. In that context, the Plus
Three are damned if they do and damned if
they don’t, if they keep buying the U.S.
debt, or if they stop buying the U.S. debt. In
that light, do you see any sentiment or any
perspective for the new Asian cooperation
moving for demanding a new global econo-
mic structure, a new financial structure,
returning to fixed exchange rates, this kind
of process?

One Common Value for East Asia

Zhang: Do East Asian countries share com-
mon values? The problem is that we used to
judge common values in one ready model,
i.e. European integration. People always ar-
gue that if you want to have regionalism,
you must have the same values as a found-
ation. If not, there will not be any region-
alism, as in East Asia. It is true that East
Asia is very diversified. But there is one
common value for East Asia: if they want
to have peace and prosperity, they must
cooperate with each other. As a region, they
have more and more shared or common
interests. This is probably a new value for
the region, which is not based on religion,
or Chinese culture, or anything else.

About the leadership, as | mentioned,
neither China nor Japan plays the sole lead-
ing role. Again, we use the European
model, the France-Germany coalition as
joint leaders. | hope China and Japan will
cooperate, will use more common sense to
promote or to go to the same or shared
direction, rather than to jointly assert lead-



ership. In forging regionalism, ASEAN
started first, and also successfully found its
own approach in such a diversified region
to bring all the countries together. That is
what East Asia needs—to find a way to
bring all the countries together, to bring
China and Japan together, and hopefully
also to find a way to bring mainland China
and Taiwan together.

We may call it a consolidated leadership.
Someone said East Asian cooperation may
be led by a functional leader. As | men-
tioned, Japan in many areas can be a leader.
China may play a leading role as an initia-
tor for many things. China has to be very
cautious. Its initiative will not lead to any
misunderstanding by Japan, ASEAN or by
its American friends. We can see different
kinds of leading roles, not based on a coun-
try concept, but on a functional approach.

About the second track, last year, as the
general coordinator, | organized the first
meeting of the Network of East Asian
Think-tanks, known as “NEAT.” The aim is
to bring the East Asia research policy
oriented research organizations together.
The original idea is to encourage intel-
lectual participation and contributions,
which the East Asia process lacks. East
Asian cooperation needs ideas. Intellectual
participation will contribute a lot to this
process.

About the currency issue, my personal view
is that both China and Japan would want a
stable dollar, so they will not make a big
change of their reserves. But East Asia
needs to develop its regional capital market
to mobilize its own resources. East Asian
economies rely on banking too much. They
need to attract money to their capital mar-
kets. Due to restraints, you will not expect a
lot of money to come back to the region. |
think the Chinese government will be very
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cautious to any policy change of its cur-
rency.

Calder: Perhaps a related question—what
about the possibility of marginal shift, or
significant marginal shifts—particularly
now that the euro has become a major
global currency and is proving to be quite
strong—marginal shifts on the part of Chi-
na toward the euro, particularly given
developments, improving developments in
relations between China and Europe, as
well as the economic factor that the euro is
strengthening?

Zhang: As | said, the mainstream idea in
China is that the government has to re-
structure its reserve currencies, but should
do it very cautiously and gradually, because
if you have a very weak U.S. dollar, then
Chinese interests will be hurt. It’s a gradual
process, rather than a big restructuring.

Calder: Our commentators might have a
brief comment on that issue.

Noland: Yes, just briefly. Selling the U.S.
government debt in the hands of Japanese is
going to be almost like committing suicide,
so | don’t think it will happen. By the way,
out of the outstanding amount of U.S. gov-
ernment debt, 40% is held by the Japanese
officially and privately and 10% is in the
hands of Chinese.

Questioner: | think regionalism in the East
Asian community which you mentioned is
possible only among nations who share al-
most the same political system, | mean,
democracy. The current Chinese political
regime is not democratic. So do you expect
regionalism will happen in the East Asian
community? Such a political change in
China will be a very drastic change. Is that
possible, or do you think keeping the same
political regime is possible in the region?



Calder: In other words, can regionalism
progress given the current political con-
figurations that exist?

Zhang: What | tried to describe about this
regionalism is based on two things—one is
the coordination and cooperation for stabil-
ity, and to some extent, institutional build-
ing, not to the extent to create a super
regional organization to manage regional
affairs. There is diversity of political sys-
tems in the region that does not require the
same political system. The East Asia Com-
munity would be a loose regional organi-
zation, but based on strong functional rule
makers. It is similar to ASEAN, but it’s
beyond ASEAN, it is ASEAN Plus. Aside
from great differences, all countries have to
get together and agree to move to an East
Asia summit, and then decide to consider
an East Asian FTA; it doesn’t require the
same political system. But also, who can
tell how the political system will change in
the future? They are changing; maybe they
will move closer and become more similar.

Noland: Professor Zhang, in a number of
points in his discussion, invokes essentially
ASEAN and the European Union as the
only two models of international coop-
eration. There are plenty of models of eco-
nomic, political and military cooperation
around the world. The form of your argu-
ment is to say, “We’re not going to be like
Europe; hence, we will be like ASEAN.”
And my response is, there are multitudes of
these forms of organization, so why only
pick two to be the points of comparison? If
you go to Latin America or Africa, you can
see all kinds of forms of cooperation, some
arguably more effective than ASEAN. |
think you’re displaying a kind of a rather
Asia-centric  view. It’s fairly common
among Asians, but I think your analysis
will be strengthened if you broadened the
field of view beyond the European Union.
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Zhang: That is a very great comment. |
emphasized ASEAN because ASEAN is a
founder, an initiator, and also ASEAN’s
role is to get all the parties together. That’s
why 1 noticed ASEAN’s role again and
again; its role is still there. But East Asia is
different from Southeast Asia, thus the East
Asian Community will be different from
ASEAN.

Calder: Could I press you just a little bit as
Marcus has also done. Certainly, it’s diffi-
cult to figure out exactly what it will be, but
what will be the forces that will drive it?
What will determine its configuration? One
generalization | get from you and the others
is that it will have a lot to do with finance;
60% of global reserves are in the region,
there was a financial crisis in 97 and the
region suffered from it, and there’s a possi-
bility mentioned of instability in financial
markets.

Can we reasonably say that it will be driven
by crisis or by the threat of crisis, and that
part of it will have to do with finance, just
as one example, or are there other things
that we can say in order to narrow the range
of possibilities about what it might look
like?

Another one might be energy, for example.
The region imports heavily. Of course,
China’s energy imports have been rising
very rapidly. Could Asia come together
functionally on some means of either eco-
nomizing, or jointly procuring energy, or
building pipelines, or something like that—
or food, or maybe trade? We didn’t seem to
see as much in the trade areas, the European
sort of customs union doesn’t seem likely.
Is there a way to narrow a little more the
range of possibilities, or is it mainly a net-
work operation? You talked about human
relations and think tank ties and so on. Are
we talking mainly about just deeper ties and



communication among think tanks without
a specific policy reference?

Zhang: | will try to summarize what is the
driving force behind East Asia regionalism.
As | mentioned, the Asian financial crisis in
1997 forced countries in the region to
realize that they have to do something to-
gether. Economic integration encourages
and presses East Asian countries to further
liberalize their markets. Market-based inte-
gration alone is not enough; we need offi-
cial arrangements to make it stabilized and
rule-based. At the same time, other regions
are doing the same thing. The U.S. is lead-
ing in the creation of regional trade arrange-
ments (RTA); East Asia has felt pressure to
do so.

Questioner: Professor Zhang, you men-
tioned security as an element of a regional
organization in your opening remarks but
you didn’t elaborate on it. It would seem
that a loose organization and regional sec-
urity guarantees are not readily compatible.
Do you envisage a situation where a region-
al organization could, for example, create
effective security guarantees to South Ko-
rea and Japan against North Korean poten-
tial aggression, and do that in the absence
of U.S. military forces backup? If you do
envisage that, what would it take to get
there?

Security Issues Should Be Part of
Regional Discussion

Zhang: Security issues are still not on the
agenda. | think they should be on the
agenda for discussion, maybe starting from
senior defense officials, then on to a higher
level. Security cooperation may not intend
to create a security organization since the
countries have to consider existing military
arrangements. But security issues can be
discussed among the East Asian members.
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Actually, they already started in non-tra-
ditional security areas. China and ASEAN
jointly made a statement on non-traditional
security cooperation when they signed the
FTA framework. Also, East Asian leaders
called for cooperation in a non-traditional
security area, but in the traditional security
area, cooperation is inevitable in the future.

Already there are nine ministers meetings
under Ten Plus Three, why not a defense
ministers’ meeting? | don’t think this cre-
ates a separate identical regional security
arrangement against the United States. The
U.S. and Japan have their military alliance;
this is a fact that China seems to accept. But
this is not for everything. Now we are con-
sidering a Northeast Asia security forum
based on the six-party talks in the future
with the participation of the U.S. We also
have ARF. Ideally, in the future, East Asia
can have its regional security cooperation
system. This will help to establish a stable
order and develop better relations with the
U.S.

Taniguchi: Beyond the issues of North
Korea—whether there can be an umbrella
framework providing security for the re-
gion, | doubt it. We’re all captive to a kind
of computer keyboard that’s not necessarily
human-hands-friendly but we have sunk so
much capital that it would be virtually
impossible for us to switch from one single
keyboard that’s “QWERTY” to something
different. The switching cost is way too
expensive.

The same can be made about the security
situation in East Asia. The United States
has put in so much capital already and we
have contributed, we have subscribed to
that arrangement already. The sunken cost
we have paid is enormous; therefore, the
switching cost is enormous as well.



Questioner: Judging by the questions that
were raised, | think there’s so much con-
cern about things or factors that militate
against regionalism. | think these observa-
tions are valid in themselves and in fact, it
is very difficult to categorize all the coun-
tries in that area as being homogeneous.
Having said that, however, | think there is
an underlying motivation among the coun-
tries themselves, and that is the motivation
to achieve peace and how to achieve it, and
what is the way by which we can achieve
peace.

Let me go back very briefly to ASEAN,
since it was very much discussed. ASEAN
did not start as an economic cooperation,
although it was used as a vehicle. On the
contrary, the ASEAN countries themselves
had disputes even before ASEAN was
formed. These disputes did exist before and
still haunt the countries, but if you look at
the history of ASEAN there has not been
war among the members of ASEAN. Eco-
nomically speaking, we may have been a
failure by some standards, but in terms of
achieving peace between the countries in-
volved, we have prevented war between the
Philippines, Indonesia and Malaysia, Ma-
laysia vis-a-vis Singapore.

There have also been talks about differ-
ences between the European community
and what is happening in Asia. There are
differences but there are also parallels. Let
me state that the European community ac-
tually started with peace as their basic ob-
jective, with France trying to control the
production of coal, they thought it wise to
have some sort of cooperation whereby you
tend to put somebody within a rule making
body. Essentially, that is a driving force that
is also being taken into consideration by the
countries in this region.
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The last point is that Professor Zhang men-
tioned that it is a process, and | do think it
really is a process. There are different mod-
els, but this is a process. My question there
is, if this is a process Professor Zhang, what
is being done with respect to people-to-peo-
ple relations? | think you are moving fast in
terms of official relations, but | think you
have to consider people-to-people relations,
because when you look at the region, in
terms of significance, actually its popula-
tion is going to be very significant in terms
of the growth in population, which even-
tually will have an impact on the economic
and political direction of the region.

Calder: Professor Zhang, perhaps you have
some very last comments on this and other
matters.

Zhang: My idea is that only the current
U.S.-Japan military alliance and an alliance
with a few other partners is not enough.
East Asia needs to develop its own security
cooperation mechanism. This is a mechan-
ism for handling its own regional security
concerns. It would not ask to dismantle the
current existing U.S.-led security arrange-
ments. China is not included in any U.S.-
led military arrangements. East Asian sec-
urity cooperation may also be helpful to
reduce the tension in the Korean Peninsula.

Calder: Thank you very much. I think we
have just one brief comment.

Noland: I have a brief comment. | just want
to make sure | don’t leave people with the
misimpression that | disrespect the coun-
tries of ASEAN. | love the Philippines. The
Philippines is one of my favorite countries,
sincerely. | just came back from Thailand,
another great country. Malaysia is an im-
pressive place. Singapore reminds me of
Dallas, except it doesn’t have football. And
I suspect that Singapore will continue to



remind me of Dallas, regardless of how the
topics that we have discussed this afternoon
play out.

Calder: We’ve covered a lot of subjects. |
think all of us share an appreciation for
Professor Zhang, Dr. Noland, and Mr. Tani-
guchi. Thank you very much.

[End]
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